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fm accelerated rate of taxing and spending for government programs financed by Federal 
trust funds in recent years presents a disturbing fiscal development. The very large increases 
in totals involved in operations of these funds would seem to justify greater public attention te 


this little-known area of government activity. 
Such attention is particularly appropriate in- 
asmuch as the greater part of these operations 
are “outside” the budget and largely exempt 


count for receipts which are held in trust by the gov- 


ernment for use in carrying out specific purposes and 
programs in accordance with a trust agreement or 


from the appropriation process. 


Without attempting to pass upon the merit of or 
need for such programs, the taxpayer might benefit 


from a rigid annual scrutiny of 
them by the Appropriations 
Committees and Congress. To 
the extent that they are fi- 
nanced by taxation (whether 
general or special), there are 
logical reasons why there 
should be such a scrutiny. Ex- 
clusion of trust fund revenues 
and expenditures from official 
totals serves to mislead by 
minimizing aggregate costs of 
government programs, and the 
actual burden of Federal tax- 
ation on individuals and the 
nation’s economy. 


The budget itself defines 
trust funds as “those funds 
which are established to ac- 


statute.” 


This Issue in Brief 


From a modest start has mushroomed 
in recent years the trust fund device, a 
method whereby billions of dollars of tax 
monies are handled “outside” the Federal 
budget. Because these funds are exempt 
from rigid annual scrutiny by Congress, 
there may be danger that additional new 
and costly program operations may be 
channeled through the trust fund set-up. 
Without attempting to pass on the merit 
of or need for such programs, taxpayers 
might be benefited were Congress to initi- 
ate some method of annually overseeing 
these funds’ operations, it is suggested. Ex- 
clusion of trust fund revenues and expen- 
ditures from official Federal budget totals 
serves to mislead in that it helps to mini- 
mize the aggregate cost of government 
programs and so the actual burden of 
Federal taxation. 





Prior to this year, this explanation was given for 
excluding these funds (estimated receipts in fiscal 


1958 will be $15.9 billion; 
estimated expenditures, $14.4 
billion) from the budget: 
“While the transactions ... are 
a part of the financial program 
of the government, the trust 
and deposit funds are not 
owned by the government.” 
However, the 1958 budget 
document qualified this by 
stating that these funds are 
not “fully” owned by the gov- 
ernment, hence are excluded 
from the budget totals. Sig- 
nificantly, the budget adds: 
“Most trust funds are appro- 
priated by permanent law, 
not requiring further action 
by Congress.” 
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The principal trust funds today are: Old-Age and 
Survivors’ Insurance; Disability Insurance Trust Fund; 
Highway Trust Fund; Unemployment Trust Fund; 
Civil Service Retirement and Disability Fund; Rail- 
road Retirement Account; and the National Service 
Life Insurance Fund and Government Life Insurance 
Fund (both veterans’ trust funds). 


These, taken together with some minor trust funds, 
will account for the $15.9 billion of receipts and $14.4 
billion of expenditures projected for all funds in the 
1958 fiscal year budget. It is significant that in fiscal 
1940 just before World War II, trust funds receipts 
and expenditures totaled $2.1 billion and $2 billion 
respectively. 


The extent and rapidity of the trust funds’ growth 
is illustrated in Table I. 





Table | 
Mounting Totals of Trust Funds, Fiscal 1935 to 1958 
(in millions) 
1957 1958 
1935 1940 1953 1956 (est.) (est.) 
Receipts .... $393 $2,077 $8,952 $11,685 $14,337 $15,859 
Expenditures ... 300 1,989 5,288 9,434 11,970 14,351 


Normal budget receipts and expenditures prior to 
World War II are dwarfed by the current trust fund 
totals. In only one year of that period, fiscal 1919, 
were total Federal budget expenditures greater than 
present trust fund spending. Even in fiscal 1941, 
prior to World War II but before defense taxes took 
effect, Federal budget receipts were less than half the 
estimated total of fiscal 1958 trust fund receipts. 


Of the enumerated trust funds, the newly-created 
Highway Trust Fund differs from the other important 
funds in that individuals or states cannot claim owner- 
ship. Beneficiaries of the Old-Age and Survivors’ In- 
surance system and the Railroad Retirement Account 
have an equity in those funds through their payroll 
tax contributions. Federal employees have an equity 
in retirement funds through payroll deductions. The 
veterans’ life insurance funds are financed chiefly from 
premiums paid by individuals. The Unemployment 
Trust Fund is composed largely of temporary deposits 
by the states of surplus receipts from their own unem- 
ployment compensation taxes. 


And while the Highway Trust Fund is financed by 
what are known as highway-user taxes, actually they 
are part of general tax revenues heretofore subject to 
use for general purposes. Until recent months, receipts 
and expenditures in the highway program were part 
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of the budget and were subject to annual review by the 
Appropriations Committees of Congress. 


The most recent developments in the trust fund 
picture saw these Congressional actions: 


e The Federal-Aid Highway Act of 1956 placed 
the greatly expanded Federal-aid highway program 
in the new trust fund, with special taxes and spending 
authority outside the budget. 


e Amendments to the Social Security law in 1956 
extended and liberalized the coverage of the Old-Age 
and Survivors’ Insurance system, and, besides adding 
to revenues and obligations of the existing OASI trust 
fund, created a new Federal Disability Insurance Trust 
Fund, also with special taxing and spending powers 
outside the budget. (OASI operations have been out- 
side the budget from the inception of the program.) 


e The Federal Executive Pay Act of 1956 includes 
sections establishing for the first time a formula for 
government contributions to the Civil Service Retire- 
ment and Disability Fund. Payments to the fund by 
the separate Federal government departments and 
agencies on a scale higher than the previous intermit- 
tent appropriations within Congressional discretion, 
are mandatory. 


Despite the disclaimer of non-ownership by govern- 
ment in the official definition of trust funds, nearly 
$12.5 billion of the $15.9 billion of 1958’s estimated 
trust fund receipts comes from Federal taxation. 


These estimated receipts include $10.3 billion to 
be transferred from gross budget receipts by perma- 
nent appropriations. Included in this sum is $6.6 bil- 
lion in payroll tax revenue for the OASI Trust Fund, 
$826 million from the new OASI payroll tax for the 
Federal Disability Insurance Trust Fund, $665 million 
from payroll taxes for the Railroad Retirement Ac- 
count, and $2.2 billion from existing and increased 
highway-user taxes for the new Highway Trust Fund. 
These amounts are excluded from net budget receipts 
which represent the total actually within the budget. 


But although this $10.3 billion is labeled as “out- 
side” the budget, it is part of the burden on all tax- 
payers and includes an increase of about $2 billion 
over the taxes paid prior to enactment of the 1956 
social security and highway acts mentioned above. 
Payroll tax revenues for social security programs will 
be increased in fiscal 1958 by about $1.1 billion over 
fiscal 1956 collections. Increases in highway-user 
taxes account for about $900 million additional. 


Other trust fund receipts coming from Federal taxa- 
tion include items aggregating more than $2 billion 
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which pass through the budget and which for the most 
part are transferred by permanent appropriation. 
These items constitute an overlapping of trust funds 
and the budget. 


The largest budget item in trust fund receipts is the 
$1.4 billion in interest paid from the Treasury on 
securities in which its assets are invested. This $1.4 
billion is part of the $7.4 billion interest on the public 
debt, paid from the Treasury under a permanent ap- 
propriation, The payment of interest on surpluses of 
these trust funds is an important part of the financing 
of social security benefits, government employees’ an- 
nuities, and veterans’ life insurance; the greater the 
accumulation of interest payments, the more incen- 
tive there may be for increases in benefits. 


The government also pays in money (and it is 
included in trust fund receipts) to the Civil Service 
Retirement and Disability Fund. In fiscal 1958 it is 
estimated $566 million will be paid in on this account. 
While not technically a permanent appropriation, the 
effect is the same. Each department and agency must 
pay to the trust fund from its salary appropriation an 
amount equal to 614 percent of its payroll, the same 
percentage as applies to deductions from Federal 
government employees for their contributions to the 
fund. 


Another item in trust fund receipts is a permanent 
appropriation of excess Unemployment Tax Act 
receipts to the Unemployment Trust Fund. In fiscal 
1958, it is estimated that $52.5 million will be so paid 
in. This is credited to the accounts of the states who 
are required to deposit surplus revenues from their 
own unemployment taxes in the trust fund. The bulk 
of the revenue from the Unemployment Tax Act is 
appropriated directly to the states to administer their 
unemployment compensation and placement pro- 
grams. 


Other estimated trust fund receipts include: $1.5 
billion in deposits by the states in the Unemployment 
Trust Fund; $588 million in contributions by govern- 
ment employees to their retirement funds; $456 mil- 
lion in veterans’ premiums for life insurance; $243 
million in District of Columbia revenues (including 
the Federal government’s contribution); and $165 
million in advances by foreign nations connected with 
their purchase of items such as military equipment. 


Table II shows actual receipts and expenditures for 
fiscal 1956, and estimates for fiscal 1957 and 1958 for 
the principal trust funds: 


Table I 
Principal Trust Funds, Fiscal 1956, 1957 and 1958 
(in millions) 
Receipts Expenditures 


1956 1957 1958 1956 1957 1958 
Actual = (est.) (est.) Actual _(est.) (est.) 


Old-Age and 

Survivors’ 

Insurance .....$ 7,003 $ 7,313 $ 7,505 $5,551 $ 6,469 $ 7,366 
Disability 

Insurance... 346 881 19 313 
Federal-aid 

highways ...... 1,541 2,185 1,150 1,806 
Unemployment . 1,728 1,804 1,886 1,393 1,504 1,534 
Employees’ 

Retirement... 1,025 1,341 1,394 507 566 598 
Railroad 


Retirement... 739 765 776 611 692 739 
Veterans’ Life 


Insurance ...... 722 676 676 599 608 626 
Other Trust 

ee Es a 551 558 535 918 1,183 
Deposit Funds 

a Beers 239 44 185 

Totals .......... $11,685 $14,337 $15,859 $9,434 $11,970 $14,351 


Highway Trust Fund 


The Highway Trust Fund is in its infancy, but total 
receipts and expenditures outside the budget will be 
substantial. Under the permanent appropriation, rev- 
enues transferred from general revenues to this fund 
(from existing and new or increased taxes on gasoline, 
tires, etc.) are estimated at about $1.5 billion for the 
current (1957) fiscal year. They will rise to $2.2 bil- 
lion in fiscal 1958 it is estimated, to $2.5 billion in 
fiscal 1960, and to $3.2 billion in 1972, the final year 
of the 16-year tax program. 


Two OASI Trust Funds 


Largest of the present trust funds is the OASI Fund. 
Receipts are estimated for fiscal 1958 at $7.5 billion, 
(an increase of about $500 million over fiscal 1956). 
This $7.5 billion total includes $6.6 billion from pay- 
roll taxes, $572 million in interest on Treasury securi- 
ties, and $320 millien in deposits by the states. Ex- 
penditures, meanwhile, are estimated at $7.4 billion, 
only $139 million less than receipts. Total assets of 
the fund at the end of fiscal 1958 are estimated at 
$23.6 billion. Since the fund was established in 1937 
to September 30, 1956, its total receipts have been 
$47.8 billion, and its expenditures $25.1 billion. 


Revenue from the new Social Security taxes going 
into the new Disability Insurance Trust Fund will be 
diverted by a permanent appropriation to the new 
fund, and will be kept separate from the regular pay- 
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roll tax revenues appropriated to the OASI Trust 
Fund. 


The Unemployment Trust Fund 


Receipts of this fund in fiscal 1958 are estimated 
at $1.9 billion, including $1.5 billion in deposits by 
states, $253 million in interest on Treasury securities, 
$100 million in connection with railroad unemploy- 
ment insurance, and $53 million from excess Un- 
employment Tax Act revenues. Expenditures are 
estimated at $1.5 billion, including $1.4 billion in 
withdrawals by the states and $134 million in rail- 
road benefit payments. Assets of the fund at the end 
of fiscal 1958 are estimated at $9.4 billion. From 1936 
to September 30, 1956, total receipts of the fund have 
been $25.9 billion; expenditures, $17 billion. 


The Civil Service Retirement and Disability Fund 


Receipts of this fund are estimated in fiscal 1958 at 
$1.4 billion, including $587 million in contributions 
by employees, $566 million contributed by the Fed- 
eral government, and $233 million in interest on 
Treasury securities. Expenditures are estimated at 
$598 million in fiscal 1958. Total assets of the fund 
at the end of fiscal 1958 are estimated at $8.2 billion. 
Separate is a Foreign Service Retirement and Disa- 
bility Fund, receipts of which are estimated at $4.2 
million in fiscal 1958 and expenditures at $2.8 million. 


Veterans’ Life Insurance Funds 


These funds (National Service Life Insurance and 
Government Life Insurance) are estimated to have 
aggregate receipts in fiscal 1958 of $676 million, in- 
cluding $456 in premiums paid by veterans, and $206 
million in interest on Treasury securities. For fiscal 
1958, expenditures are estimated to aggregate $626 
million. The two funds are estimated to have assets of 
$6.8 billion at the end of fiscal 1958. National Service 
Life Insurance has had total receipts of $13.8 billion 
and expenditures of $8.4 billion from 1941 to Sep- 
tember 30, 1956. 


Railroad Retirement Account 


This fund is estimated to have receipts of $776 
million in fiscal 1958, including $665 million from an 
employment tax imposed by the Railroad Retirement 
Tax Act, and $111 million in interest on Treasury 
securities. Expenditures from it in fiscal 1958 are 
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estimated at $739 million. This fund, from 1936 to 
September 30, 1956, has taken in $8.8 billion and 
paid out $5.1 billion. 


Investments of Trust Funds 


For the most part, cash balances of the trust funds 
are invested in special Treasury securities, which are 
part of the public debt. The total of special Treasury 
issues in the public debt on January 31, 1957 was $45.3 
billion, of which $19 billion was held by the OASI 
Trust Fund, $7.9 billion by the Unemployment Trust 
Fund, $7.2 billion by the Civil Service Retirement and 
Disability Fund, $5.4 billion by National Service Life 
Insurance Fund, $3.5 billion by the Railroad Retire- 
ment Account, and $1.2 billion by the Government 
Life Insurance Fund. 


Investments of trust funds in these Treasury securi- 
ties in the fiscal year 1956 (borrowed by the Treasury 
for use in meeting budget expenditures and public 
debt commitments) reached $2.6 billion and meant 
that the Treasury was able to avoid borrowing that 
amount from the general public. 


One reason why more attention should be focused 
on this little-known area of government operations is 
that there may be danger that the precedent estab- 
lished by creation of new trust funds will encourage 
efforts to similarly remove other long-range public 
works programs from the budget and appropriation 
control. 


It is conceivable that proponents of such pending 
proposals as Federal school construction aid would 
welcome a trust fund program covering a long period 
of years. The suggestion for a trust fund device might 
be offered, too, for water resource development, pub- 
lic housing, etc., particularly where such projects were 
not already going forward through a corporation or 
revolving fund with authority to borrow from the 
Treasury. It is noteworthy, however, that this borrow- 
ing procedure, used extensively within the budget, is 
in some respects akin to trust fund operation, insofar 
as the programs are largely relieved of annual Appro- 
priation Committee review. 


The trust fund totals hidden in the maze of figures 
in the 1,165-page Federal budget for fiscal 1958 are 
startling; their growth over recent years is equally 
startling. The time seems appropriate—as the nation 
faces enactment of the largest peacetime budget in 
history—for Congress to consider initiating some form 
of annual review of these transactions. 





